The orthodox theory of foreign trade, which is simply a theory of re-allocation, can scarcely do justice to the issues that arise in the context of North-South relations. Its isolation from the problems of world and regional economic development, different trade flows and the transfer of production factors reduces its relevance to employment.
A long with other specialised economic theories, the orthodox theory of foreign trade is an "isolated" theory in that it generally disregards other over-riding circumstances, in particular historical factors or the overall context of development. It is commonly perceived to be no more than a micr0-economic or price theory applied to international transactions. As it is a theory of relative prices and comparative advantages, it relates to the re-allocation of the means of production as a result of foreign trade. 1 Accordingly, it does not consider the actual situation with regard to the deployment of labour but assumes full employment.
Orthodox foreign trade theory was therefore always handicapped when applied to international trade between developing and industrialised countries, a context for which it had not been created. 2 The economic backwardness and demographic pressures in many developing countries manifest themselves in widespread unemployment or underemployment, which make the full employment assumption seem inappropriate and also mean that foreign trade is regarded not only in terms of imports of development goods to support a strategy of industrial development but also from the viewpoint of the export of labourintensive products as a contribution towards reducing unemployment.
On the other side of the coin, full employment has been slipping further and further from the grasp of the industrialised countries for some time, and the change does not appear to be temporary. The persistent serious unemployment in these countries undoubtedly has various endogenous causes, which cannot be examined here. 3 Apart from the "re-emergence" of cyclical fluctuations and economic stagnation, only two need concern us: *Free University, Berlin. A preliminary version of this paper was. [] the first, which has no connection with foreign trade, is the important part played by technical progress, with its marked tendency to displace labour (microelectronics, the introduction of robots, etc.), and the influence of the welfare state on the demands of large sections of the population to be highly paid and immobile; 4 [] the second, which is related to foreign trade, is the crowding out of labour by increasing competition from imports, particularly by developing and newly industrialising countries.
It should also be noted that both technical progress and foreign trade not only displace jobs but at the same time -or over a period of time-also create jobs, so that here is a case of creative destruction in the sense used by Schumpeter. There is serious disagreement among economists as to the net result of these tendencies. Ex ante estimates are obviously subject to a wide margin of uncertainty, both in absolute terms and in terms of attributing effects to the two factors at the root of the employment problems. The employment effects of technological progress are certainly far greater than those of foreign trade and are in any case a familiar companion of structural change. On the other hand, it cannot be overlooked that in an ever more interdependent and competitive world technical advance is being used increasingly to promote foreign trade; it does not simply "fall from heaven like manna", but is a response to crowding-out competition on a world scale.
This applies not only between the industrialised countries but on a fatally magnified scale in North-South relations. For example, market-related adjustment strategies based on labour-saving technical advances in sensitive labour-intensive industries have given the industrialised countries new comparative advantages that cut across the strategy of exploiting labourintensive advantages and exports that the developing countries have been recommended to pursue. This is a serious problem from the point of view of employment. Successful "positive" adjustment & la OECD in industrialised countries can clearly exacerbate the employment situation in developing countries and discredit their outward looking policy. 5
Employment Implications of the

Re.allocation Model
Since the days of the Classical School, but especially since the time of the Neoclassical theory of equilibrium, foreign trade theory has been dominated by the simple re-allocation model of comparative cost advantages, which serves to demonstrate the advantages of a substitutional international division of labour, s Let us assume that all Countries have the technical ability to produce the same functionally homogeneous goods. In other words, the ubiquitous availability of identical (physical) products is postulated, which differ from one country to another only in terms of their respective advantages in terms of Cost or productivity. The division of labour as a result of exports and imports accentuates competition and leads to a fall in prices. The supply of goods to the economies is not diversified, but "merely" becomes cheaper as a result of substitutional trade flows. The displacement of production capacity unable to compete with imports on price and its re-allocation to more productive export sectors should result in a switch to the most efficient global production pattern.
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Because of the assumption of full employment, the additional production factors needed to expand export industries must be drawn from the resources released by competition from imports. That automatically means that lost jobs are offset by new ones with no more than frictional disruption. Hence, in the re-allocation model full employment is maintained in principle during the change-over, although the increase in productivity initially causes a net displacement of labour in that a smaller overall volume of production factors is now needed to generate the same national product. It is assumed that the surplus will either lead to increased consumption of existing goods via price reductions or be used to produce new goods (investment); hence, to all intents and purposes economies are assumed to be expandingJ Nevertheless, the re-allocation analysis itself reveals employment risks or a growth requirement equal to the productivity effect.
Equally, the employment aspect virtually disappears if we work on the basis of balanced trade accounts, which is also postulated in the orthodox foreign trade model. If imports are exactly offset by exports through changes in the level of prices, wages and exchange rates, net employment effects can occur only if the factor contents of imports and exports are different. Hence in North-South trade it is quite possible for imports of labour-intensive industrial goods from the developing countries to be offset in balance-of-payments terms by exports of capital-intensive goods from industrialised countries and yet to result in a negative net employment effect for the industrialised countries. 8
Let us go a stage further and broaden the static basic model of re-allocation by permitting a number of variations. 7 Wiemann also emphasizes that high productivity effects entail employment risks, even in expanding economies; cf. J. W i e m a n n, op. cir.
8 For example, in Germany the overall employment effects of trade in industrial goods with developing countries in 1977 were as follows: 85,000 persons employed for every US$1 billion of exports and 94,000 persons made redundant for every US$1 billion of imports. Measured in terms of the actual trade surplus of about DM 17 billion, 957,000 jobs were dependent on exports and 358,000 were lost as a result of imports. With regard to this and the situation in other EC countries, see D. Schumacher:
Trade with Developing Countries and Employment in the European Community, EC Commission, Study No. 82/22.
